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E.O. 11652: N/A 
TAGS: ECON, UY 

SUBJECT: GOU ECONOMIC REEORMS 

REE: A) MVD 601 

B) MVD 796 

C) MVD 3474 (NOV. 27,1974) 

1. SUMMARY: ON EVENING OF APRIL 9, GOU REVEALED AN IMPORTANT 
SERIES OE ECONOMIC REFORM MEASURES. THESE INCLUDE A 10.4 PER CENT 
DEVALUATION OF COMMERCIAL RATE, WAGE AND PRICE INCREASES AND A 
NUMBER OF STEPS TO LIBERALIZE AND REDUCE THE COST OF IMPORTS. 
HOWEVER, A MINIMUM 35 PER CENT PRIOR DEPOSIT EOR 150-180 DAYS 

WILL BE REQUIRED ON ALMOST ALL COMMERCIAL IMPORTS. THESE MEASURES 
CONSTITUTE PART OF THE PACKAGE AGREED TO WITH THE IME IN URUGUAY'S 
STANDBY NEGOTIATIONS. END SUMMARY. 

2. DEVALUATION-A DEVALUATION OE 10.4 PER CENT IN THE COMMERCIAL 
EXCHANGE RATE, UNDER WHICH ALL TRADE TRANSACTIONS TAKE PLACE, 

PUTS THIS RATE AT US $1 EQUALS UY $2,300. THIS IS JUST 3.4 PER 

CENT UNDER THE CURRENT EINANCIAL FX EXCHANGE RATE. AN ACCELERATED 
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SERIES OE MINI DEVALUATIONS THIS YEAR HAS DEVALUED THE COMMERCIAL 
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RATE 40 PER CENT SO FAR, AND THE GOU ANNOUNCEMENT STATES THERE 
WILL NOW BE A "PAUSE " IN FURTHER MINI DEVALUATIONS. ACCORDING 
TO THE COMMUNIQUE, "THE DURATION OF SAID PAUSE WILL DEPEND ON THE 
EVOLUTION OF THE CONJUNCTION OF INTERNAL AND INTERNATIONAL 
PRICES AND MARKET CONDITIONS AND AT THE END OF IT WILL BE RENEWED 
GRADUALIST TREATMENT (I.E., BY MUNI DEVALUATIONS) AGAINST INFLA- 
TION AT A SLOWER PACE THAN IN THE IMMEDIATE PAST). 

3. SALARY AND WAGE INCREASES-A UY$30,000 PER MONTH WAGE 
INCREASE ACROSS THE BOARD, RETROACTIVE TO APRIL I FOR PRIVATE 
SECTOR AND EFFECTIVE MAY I FOR THE PUBLIC SECTOR, IS ORDERED. 

WHILETHIS INCREASE IS MINIMAL FOR MIDDLE AND UPPER-INCOME GROUPS, 

IT REPRESENTS PERHAPS A 10 PER CENT INCREASE FOR LOWER PAID 
WAGE EARNERS AND A 21 PER CENT INCREASE IN THE MINIMUM WAGE. THE 
GOU ANNOUNCEMENT STATES, "IT IS PROJECTED THAT THE DURATION OF THE 
NEW SALARY LEVELS WILL BE PROLONGED FOR A PERIOD SUBSTANTIALLY 
GREATER THAN IN THE RECENT PAST (COMMENT: MOST RECENT GOU-ORDERED 
SALARY INCREASE WAS IN FEBRUARY), OWING TO THE ABATEMENT OF INFLA- 
TIONARY RHYTHM IT IS HOPED TO OBTAIN". OPP DIRECTOR INDICATED TO 

US THAT NO FURTHER INCEASES ARE PROJECTED THIS YEAR. HOWEVER, 
CHRISTMAS BONUS WILL BE PAID IN TWO PARTS, HALF IN JUNE AND HALF 
IN NOVEMBER. 

4. PRICE INCREASES-THE GOVERNMENT ORDERED INCREASES IN RETAIL 
SALE PRICES AVERAGING 17 PER CENT FOR THE STATE PETROLEUM MONOPLY 
EFFECTIVE IMMEDIATELY AND AN AVERAGE 10 PERCENT INCREASE IN RATES OF 
THE OTHER STATE ENTITIES, INCLUDING TELEPHONE, RAILROADS AND 
ELECTRIC POWER, EFFECTIVE MAY 1. COPRIN, THE GOU PRICE CONTROL 
AGENCY, IS DIRECTED TO MAKE NECESSARY ADJUSTMENTS IN OTHER RETAIL 
PRICES TO ABSORB THE SALARY INCREASE. REGARDING THE EFFECT OF DEVALU- 
ATION ON INTERNAL PRICES, THE GOVERNMENT EXPECTS THE DEVALUATION 
WILL BE COMPENSATED BY THE REDUCTION OF COSTS IN IMPORTS RESLUTING 
FROM BOTH INTERNATIONAL PRICE DECLINES AND THE NEW IMPORT LIBERALIZA- 
TION MEASURES. THE GOU COMMUNIQUE ADDS THAT COPRIN WILL SOON 
ANNOUNCE CONTROL MEASURES THAT WILL BE ADOPTED TO COMPLY WITH 
TODAY'S DECISIONS. (COMMENT: THE SALARY WAGE AND PRICE 

INCREASES ARE INTENDED TO SETA BASE FOR THE STABLIZATION PROGRAM, 
AGREED TO WITH THE IMF, TO REDUCE INFLATION TO 27-30 PERCENT ON APRIL 
TO MARCH ANNUAL BASIS. IT IS WIDELY EXPECTED THAT COPRIN WILL 
ENFORCE A NEW PRICE FREEZE FOLLOWING IMPLEMENATION OF THESE 
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INCREASES). 

5. IMPORT LIBERALIZATION ND PRIOR DEPOSITS-A VERY SIGNIFICANT 
SERIES OF MEASURES EFFECT IMPORTS STARTING APRIL 14. ACCORDING 

TO A CENTRAL BANK (CB) CIRCULAR ISSUED TODAY, ALMOST ALL COMMERCIAL 
IMPORTS WILL HAVE TO BE COVERED BY A 35 PERCENT OF CIF, 6-MONTH, 
NON-INTEREST BEARING PESO DEPOSIT WITH THE CB. PREVIOUSLY, THE SYSTEM 
OF PRIOR DEPOSITS, AT MUCH HIGHER RATES, HAD ONLY APPLIED TO THOSE 
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FEW IMPORTS IN EXCESS OE ESTABLISHED IMPORTERS' QUOTAS. EXONERATED 
IMPORTS AND A PEW OTHER CATEGORIES ARE THE ONLY EXEMPTIONS FROM 
THE NEW PRIOR DEPOSITS. ACCORDING TO THE GOU COMMUNIQUE, THE 
PRESENT "CUPO" SYSTEM FOR IMPORTERS WILL BE GARADUALLY ABOLISHED 
SO THAT BY JUL 1, 1975 THE MAJOR PART OF IMPORTS WILL NOT BE 
SUBJECT TO QUOTAS. RAW MATERIALS WILL BE THE PIRST TO BE FREED, 

BY A CB CIRCULAR EXPECTED NEXT WEEK. PURTHERMORE, THE REQUIRE- 
MENT THAT 180 DAY FINANCING FOR IMPORTS BE OBTAINED FROM FOREIGN 
SOURCES WILL BE ELIMINATED BY JULY I, AND UNTIL THEN THE CB WILL 
BE EMPOWERED TO WAIVE THE REQUIREMENT IN PARTICULAR CASES. 

THE COMMUNQIUE ALSO STAETES THAT CONSULAR INVOICE CHARGES WILL 
BE REDUCED PROM 6 TO 4 PERCENT (SEE REF B). THE MINISTER OF 
ECNOMY IN CONSULTATION WITH THE RELEVANT GOVERNMENT BODIES IS 
DIRECTED TO TN THE SHORTEST POSSIBLE TIME PROCEED WITH THE REDUCTION 
OF THE COST OP IMPORTS IN THE AREA OF TARIF AND PORT CHARGES ". IN A 
RELATED MEASURE, ANOTHER CB CIRCULAR REQUIRES PORWARD POREIGN 
EXCHANGE SALES COVERING IMPORTS TO BE MADE DIRECTLY BY THE CB. 

6. COMMENT: IN ADDITION TO THE ANTI-INFLATIONARY EFFECT OF THE 
REVISED SYSTEM OF PRIOR DEPOSITS, THEREARE TWO IMPORTANT 
ASPECTS OF THE NEW MEASURESWHICH WILL CONSIDERABLY STRENGTHEN 
THE COJS CONTROL OF THE MONETARY AND CREDIT SYSTEM. PREVIOUSLY, 

THE BANK OF THE REPUBLIC (BOR) HAS BEEN ABLE TO EVADE, IN EFFECT, 

CB CONTROL OP MONETARY EMISSION THROUGH TH USE OF PRIOR DEPOSITS 
AND THE PROCEEDS OF FORWARD FX SALES FOR EXPANDING ITS CREDIT 
OPERATIONS. UNDER THE NEW SYSTEM, THESE FNDS WILL BE STERILIZED 

IN THE CB AND BOR CREDI EXPANSION WILL LARGELY DEPEND ON RE- 
DISCOUNT FACILITIES UNDER CB CONTROL. WE UNDERSTAND MEASURES 
ALONG THESE LINES ARE PART OF THE PACKAGE NEGOTIATED WITH THE IMP 
AND LOCAL REPRESENTATIVE OF IMF TOLD EMBOFFS HE WASPLEASED 
WITH THE STEPS TAKEN. HE WAS VERY OPTIMISTIC THAT CB PRESIDENT 
GIL WOULD NEXT WEEK IN WASHINGTON PRESENT THE GO SIGNED LETTER 
OF INTENT TO THE IMF AND A STANDBY WOULD BE FORTHCOMING IN MAY. 
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THIS IS CRUCIAL TO MIN. VEGH VILLEGAS' ECONOMIC REFORM PRO- 
GRAM, AS IT IS EXPECTED TO TRIGGER IBRD ASSISTANCE AND PERMIT 
RAPID AGREEMENT ON A $1 10 MILLION LOAN AGAINST GOLD NOW IN FINAL 
NEGOTIATIONS WITH A CONSORTIUM OF FOREIGN BANKS (REP C). 

7. TEXT OF THE GOU COMMUNIQUE AND RELATED CB CIRCULARS WILL 
FOLLOW BY AIRGRAM. 

8. GDS. 

SIRACUSA 
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